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e have considered your application for exemption from Federal income tax

as an organizntion described in section 501(c)(7) of the Internal Revenue
Code .

The informatian submitted indicates that; anized on %H

under the laws of the State of "# The Fou. ti o
nf your Certificate of Incorporation stotes iyou were formed to meet
the "social and recreational needs of your msmbers,

Yoir activities coniist of the operation of a recreational facility
having a swimming pool and temmia court, providing lessons for the
uae of such fecilitlss, und other speclal events.

The club has - merbers broken down into twho clasees, The classes being
charter members and asso¢late membera .). Charter member “ip were
purchased for § oachs One=half ~* ‘& purchase price will e -edeemed
by the club within five years of its o5f)sial opening, the other hal ™ within
ten years. The [Jj charter members are provided with lifetime membership,
ten votes on matters affecting the club, and a waiver of the armual dues,
] in amount. The charter members will retain these priviledges after
the initial cost of the membership has been repaid, The [ associate
nembers are required to pay the anmial duss and are afforded one vote

0. mattess affecting the club.

Section 501(c) of the Internal Revemme Code of 1954 dessribes certa'n
organizations exempt from Federal incoms tax under section 501(a) and
reads, in part, as followss

"(7) Clus organized for pleasure, recreatiori, and other
nosrofitable purposes, substantially all of the sotivities
of which are for such purpose, and no part of the net
earnings of which inures to the benefit of any priinte
shareholder,"” ‘
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Sr:ﬁim 1.500(¢)(7)=1 of the Income Tax Regulations provides, in part, as
owz t '

"(a) The axemption provided by section in for
organisations descrived in section 501{c)(7) applies
only to clubs which are organised and operated axclu-
sively for pleasure, recreation, and r nanprofitable
gurpoaee, but doea not toanyc!nhif,awianof
ts net ea 8 imres to benafit of any private
shareholder. genorel, this ion axtends to
social and recreatdonal clube are supported
salely by membership fees, dues aud assessments. How-
avary A cInb otharmddse antitlad 4o sxemption will not
be disqualified becanse it raises reverme from membors

through the use of club facilities or in commection with
club ac’biﬂu“o

Jeverue Nlding 70-48, 1970-1 CeB., 133 halds that a social club in which
only ons class of members have voting right and have substantially lower
duns than its secorxd Blasa of membership is not sxempt from Fedsral ‘wcome
taxes under section 501(c)(7) of the Code. The reeson being that the
disparity in priviledges constituted irmremernt to the preferred class,

3ased on the information submitted, the difference in the priviledges
affordod chartor members as opposed to those afforded assocliate membhers
constitutes fmirement to the chamter mesbers. While both classes of
mombers enjoy the same use of the club's facilitias, charter members
cantrol over D of the votes on matters affecting the club. The
distribution of voting rights mokes it virtually impossibls for asso :iate
nenber to have a valce in matters afrecting the clube Also, azssocia ¢
membera are required to pey amual dues for their use of the club's
facilities while the duss are waived for charter members. In effect,
chartor wemvers ars being subsidized at the expense of tha associate
moemero,

Therefors, you are not entitlel to exemption Fode . inoome tax
as an organization described in section 501(¢)(7) of the Internal
Revermo Code. :

In 1 telophone conversatton with [ S N - (N
e was infomed of our proposed d and gave no ag

Swethae ar not our cdetermdnation would be appealed.

Iyioace roowdwd to file Foderal incoms tax returmns on Form 1120 with your
-0 Aatcict Jdroctor for exempt organigation matters, Based an review of
the Tinancial information you furndshed, it appears that three rstums

ror the years [ EGE., should be fileds These r~turms should
e Mled within 30 cays Trom tho date of this letter unless s request for
an extenaion of tine 13 sranted,
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